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Consolidation Caveats
different market today and, in reality, the M&A
ased on the demographics of the
boom of the late 1990s should be the source of
accounting industry, it’s commonly
numerous lessons rather than a deterrent.
assumed that a sizable number of
Moreover, all the successes and failures of the
CPA firms genuinely need to merge
past—whether back in the
or sell. Many firms, specifically
By Robert Fligel, CPA
1990s or more recently—
those with aging principals or
should serve as learning oppor
ambitious growth plans, even
tunities. For many firms of the right ages and
say they want to do so. The characteristic firms
sizes, mergers or sales are now an effective way
that should be or could be merging or selling at
to maintain growth and ensure the future. Firm
this point include:
owners who don’t have a successor or whose
• Aging firms without successors
founders are one to seven years from retirement,
• Small or midsized firms with mergers or
or who see the potential for long-term growth
acquisitions as part of their growth strategy
through a sale or merger, should examine
• Firms with strong specializations looking to
whether they are currently happy with:
provide a fuller range of services
• The work they are doing
• Firms with other significant challenges, such
• Their work/home balance
as recruiting and retention or a need to invest
• Their earnings
in technology
• The future prospects of their practice
Nevertheless, many firm owners fail to over
• Their firm’s recruitment and retention efforts
come obstacles that are either held uncon
• Their firm’s technology infrastructure
sciously or exist only in the past. These may
A no answer to one or more of the
include a reluctance to give up or share control
above means it is time to investigate and plan
of the firm, or uncertainty about and an unwill
accordingly.
ingness to commit to an unknown future. A
Although the most common thinking is still
standard excuse is, “But look at what happened
“bigger is better,” strategic mergers are the
in the late 1990s.” However, comparing current
order of the day, and the demographics of the
market forces with those in play almost a decade
current marketplace are such that over the next
ago should at least reassure owners enough to
several years, more and more firms will need to
allow them to take the next step, which is to
sell or merge. Valuations will go down as supply
address the specific underlying fears that pre
increases and buyers become increasingly dis
vent them from fully investigating their merg
cerning. This will lead to pricing pressure and
ers and acquisitions (M&A) options. Such an
lower payouts for a merger or sale. For many
analysis confronts the difficulties involved in
accounting firm owners, now is the right time
CPA firm mergers, but also enables the develop
to start actively considering long-term options
ment of practical solutions. We are in a very

B

continued on next page

by learning from the past, understanding the market
place of today, and starting the process of ensuring firm
success in the future.

Make time to investigate
Owners who said they “don’t have time” to investigate
their strategic options may need to take a closer look at
their priorities, especially if their firms could benefit
from a sale or merger. The excuse of “no-time” is usu
ally a smokescreen rooted in the fear of the unknown.
This is the entire business we’re talking about; given
the stakes, surely the time can be found somehow.

If you're staying, negotiate control
For a firm owner on the verge of retirement, control may
not be a major issue. But if an owner is looking at ways
to take his business to the next level without stepping
aside, the issue of control can bring potential mergers to
a halt. The specter of the 1990s acquisitions rears its
head and seems to tell us that an owner who cedes con
trol is risking the future of the firm and everything he or
she has worked to create. But history can teach a differ
ent lesson here, namely, that during the sale or merger
process, everything can be negotiated.
Effective negotiation during a merger or purchase
can allow firm owners to better manage control issues
and set the time frame of the transition process.
Perhaps the acquired firm initially operates as a “divi
sion of’ the firm. Perhaps the owner retains certain
management duties for the first two years. However
the control issued is addressed, the mistakes observed
in the past can be avoided by the right acquirer, who
will make it a priority that existing management not
be marginalized.

Don't underestimate the need for the
"right fit"
M&As sometimes fail because the parties involved
don’t ensure that the consolidation will be the “right
fit.” Contrary to perceptions from the outside, each
accounting firm is unique. Determining which firm is
a good match for you and your staff is a big but not
impossible job. Take the time to analyze your business.
Keep senior staff informed, and be sure to ask the right
questions: What specific industries or niche services set
your firm apart? What roles would be either preferable

or at least acceptable to you and your key employees, in
the event of a merger?
Success in finding the right fit lies in planning,
preparation, and motivation. Devote as much time to
the process as you would allocate to any significant
project. After all, there can be a significant return on
investment, especially if the process is handled prop
erly. Since it can be difficult for management to be
objective about its own firm, the services of an expert
consultant can be invaluable.

Know the market value of your firm
Did firms overpay for small practices in the late 1990s?
Many say yes, and that has made many traditional
acquirers hesitant. Before embarking on any sale or
merger, the same due diligence that a firm applies to
its business valuation clients needs to be turned
inward. Doing one’s homework is essential.
Some firms find that there is more value in not sell
ing, given the particulars of a marketplace. However,
some aging owners mistakenly believe they can make
more money if they let their practices self-liquidate.
This approach is more likely to cause a mass exodus of
talent and clients, resulting in a loss of both current
income and overall firm value. But even for younger
CPA owners, determining the path to a larger long
term financial payoff is an important undertaki
Once again, negotiation is key because both buyer and
seller need to agree to terms that allow them to make
more money together than they would apart.

Address the fear of change
Fear of disrupting the status quo is the biggest single
obstacle to M&As in the accounting industry. Fear,
whether rational or not, is the enemy of the firm owner.
To think objectively about the situation, it can be
helpful to speak with other accounting professionals and
firm owners, such as CPAs who have successfully sold or
merged their practices. It can be helpful, too, to speak
with CPAs whose sales or mergers have failed.
Also, solicit input from your closest advisors
and speak with an industry consultant who can provide
an unbiased, third-party opinion. Getting past one’s fear
is the first step to uncovering potentially lucrative
opportunities.
continued on page 8
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Build Business
development
Habits Early
The following article offers specific guidance on

helping new employees develop relationships that
will be productive for their development as well

as that of the firm. The article is adapted from
Creating Rainmakers, which recently was

reissued by John Wiley & Sons. The author
works with professionals to help them make the

new employees a quick training session on the contact
database your firm uses. Keep it simple. Focus only on
the ten things they need to know to get started.

3. Ask staff to collect five business cards a
month.
Staff can collect business cards from clients, subcon
tractors, colleagues, and other people they meet as
they work on projects. Suggest that they enter the
information from these cards onto their contact lists as
soon as they get them. Get them to look for keepers
or rising stars, people who seem destined to do well.
With a little luck, they will have ten of these each
year. By the time they have been with the firm
five years, they will have 50 contacts, and those
50 people will be the foundation of their business
development success.

transition from doing and managing client

work to selling it.

4. Insist that they take a client to lunch.

After they have been with the firm for six months,
encourage new employees to make a habit of taking a
rue rainmakers in professional services client to lunch or breakfast once a week. If possible,
firms win business by harvesting relation these invitations should always be tied to a visit to a
ships they have developed
client site to minimize the time
By Ford Harding
over many years. It stands to
expended. We recommend that
reason that the sooner your staff start
you let your employees expense
developing those relationships, the sooner business these meals. That way, you can monitor compliance,
will come their way. Indeed, the peer relationships and, if they start to fall out of the habit, remind them
take root between the young staff members of that taking a client to lunch is expected. If the
the firm and its clients often become strongest and client offers to pick up the tab, recommend that your
most productive years later, when all their careers professional staff member accept only on the condition
have advanced.
that he or she pays when they next get together with
Here are a few things you can do to get your the client.
professionals started early.

T

1. Create the vision.
From the moment newly hired professionals are on
board, they should understand that they will be
expected to develop business later in their careers. If
you have a weeklong orientation process, devote one
hour to the subject of business development. That's
about the right dose for new employees. Advise them
that if they do a few things every week to foster rela
tionships as they start out, developing business will be
much easier later.

2. Help new staff start a contact list.
A contact list, the storehouse of information on
contacts, is the fundamental tool of business develop
ment. The list provides a record of the growth of your
network. Without one, you can’t be serious about busi
ness development. Every new employee should be
encouraged to start his or her own contact list upon
ing the firm. You will find that many young, tech
nology-savvy professionals already have one. Give your

5. Encourage staff to make five relationship
development calls a week.
A disciplined approach to calls and meetings is key to
making rain. Every professional who has been with
you for a year should start building that discipline.
Insist that they make at least five calls a month to con
tacts for no other reason than maintaining the rela
tionship. Help them think through reasons for
making these calls that will sound plausible to their
contacts. The reasons include checking up on client
satisfaction after they have had the results of your
work for a while, providing information on business or
personal issues that might interest the contact,
requesting advice or other help, or offering invitations
to an event being sponsored by your firm.
Get them started early and more of your profes
sionals will become rainmakers. A little attention to
the subject now can produce big returns later.
Ford Harding can be reached at 973-763-9284 or by e-mail at

fharding@HardingC o. com.
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Giving Employee
Gifts May Require
Giving to the Tax
Collector Too

Major exceptions to the general rule
regarding gifts

De minimis fringe benefits
De minimis fringe benefits that an employer gives to its
employees are not subject to income or payroll taxes. A
de minimis fringe benefit is any property or service the
value of which (after taking into account the frequency
with which similar fringes are provided by the
employer to its employees) is so small as to make
he end of the year is a traditional time for
T
accounting for it unreasonable or administratively
employers to give gifts to their employees.
impracticable.
While it is customary to
Examples of de minimis fringe bene
think of gifts as having
By G.J. Stillson MacDonnell fits include occasional typing of per
no tax consequences for the recipi
and William Hayes Weissman sonal letters by a company secretary;
ent, the Internal Revenue Code
occasional personal use of an
(Code) does not treat all gifts the
employer's copying machine, provided that the
same. Unfortunately, gifts that employers give to
employer exercises sufficient control and imposes sig
their employees are generally treated as supplemental
nificant restrictions on the personal use of the machine
wages, and thus subject to both payroll and income
so that at least 85 percent of the use of the machine is
taxes. This means that the value of the gift must be
for business purposes; occasional cocktail parties, group
included in the employee's W-2 at year end and
meals, or picnics for employees and their guests; tradi
included in a payroll period for purposes of income
tional birthday or holiday gifts of property (not cash)
tax withholding and payroll taxes.
with a low fair market value; occasional theater or
sporting event tickets; coffee, doughnuts, and soft
General rules governing "gifts"
drinks; local telephone calls; and flowers, fruit, books,
The Code generally excludes gifts from the recipient's
or similar property provided to employees under so
gross income. Gifts are also excluded from payroll
cial circumstances (e.g., on account of illness, outstand
taxes. However, gifts employers give to their employ
ing performance, or family crisis).
ees are not included within the Code's exclusions from
However, cash, no matter how small in amount, is
income and payroll taxes. Rather, they are generally
never excludable as a de minimis fringe benefit because
treated as supplemental wages subject to tax.
it is never administratively impractical to account for
In Duberstein v. United States , the United States
cash. This is true even if the cash is given so that the
Supreme Court explained that the term "gift" as used
employee can obtain property that would be exclud
for income tax purposes differs from the common law
able as a de minimis fringe benefit. For example, giving
understanding of the term. A "common law" gift is one
cash to an employee for a theater ticket is not exclud
made voluntarily and without any legal or moral obli
able as a de minimis fringe benefit, even if the ticket
gation.2 In contrast, for a "gift" to be excluded from
would have been excludable as a de minimis fringe
income and payroll taxes it must be made under a
benefit if the employer had provided the ticket itself to
"detached and disinterested generosity," or "out of affec
the employee.
tion, respect, admiration, charity or like impulses."3
Further, de minimis fringe benefits do not include
The most critical consideration is the transferor's
items that have a cash equivalency. For example, if an
"intention." The Supreme Court held intent is based on
employer gives its employees a gift coupon or gift
the reality of the situation and not the parties' charac
certificate worth $35, even if only redeemable for a
terization of the item as a gift.
holiday turkey, that amount does not qualify as a de
In the context of an employment relationship, the
minimis fringe benefit and must be treated as wages.
courts have generally found that the employer's inten
tion in giving a "gift" is to reward for past perform
Qualified disaster payments
ance or as an incentive for future performance. As such,
Code section 139 provides that an employer may make
the disinterested generosity standard set forth in
payments to its employees that constitute "a qualified
Duberstein is not met.4 Thus, generally a gift an
disaster relief payment" without any income or payroll
employer gives to its employees is treated as compensa
tax consequences. "A qualified disaster relief payme
tion for services, past or future, and falls within the def
means any amount paid to or for the benefit of an in
inition of wages for income tax withholding and
vidual to reimburse or pay reasonable and necessary
payroll tax purposes.
personal, family, living, or funeral expenses incurred as
4
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result of a "qualified disaster," or to reimburse or pay
sonable and necessary expenses incurred for the
repair or rehabilitation of a personal residence or repair
or replacement of its contents to the extent that the
need for such repair, rehabilitation, or replacement is
attributable to a qualified disaster. A "qualified disas
ter" is generally one that is declared by the President of
the United States.
Hurricanes Katrina, Rita, and Wilma were all
Presidentially declared "qualified disasters" within cer
tain affected areas. Thus, employers may make pay
ments to their employees to help them with living or
personal expenses or repairing their homes without
having to withhold or pay income and payroll taxes.
This can be a very good way for employers to provide
certain employees tax-free gifts.

Employee achievement awards

• If an employer gives its employees a "gift certifi
cate," "gift coupon" or similar item with a face value,
the face value must be included in the employee's
wages. Thus, if an employer gives a $25 gift card for
the local shopping mall, the employer must include
$25 in the employees wages, subject to income tax
withholding and payroll taxes.
• If an employer gives its employees an item either
redeemable for or easily exchangeable for cash, then
the value of the gift is additional taxable wages
regardless of the amount involved, and is subject to
both payroll and income taxes.
• Employers may give cash payments to employees in
certain areas affected by various disasters without tax
consequences to pay for living and related personal
expenses. Employers should be careful to comply
with the provisions of the Code when making this
kind of gift.
• If an employer contemplates giving a taxable gift to
its employees, it should coordinate with its payroll
department so that the amount of the gift can be
included in the employees' wages during a payroll
period so that appropriate income and payroll taxes
can be withheld. We therefore recommend that tax
able gifts be given concurrent with or before the last
payday of the year.

Employers may also provide "employee achievement
awards" to their employees. The requirements are that
the award:
1. Be given for length of service or safety achievement.
2. Be tangible personal property, other than cash, gift
certificates or equivalent items.
3. Be given under conditions and circumstances that
do not create a significant likelihood of the payment
of disguised compensation.
4. Be given as part of a meaningful presentation.
5. Be no more than the specified dollar limits ($1,600
or $400 if not a qualified plan award).
However, the exclusion does not apply if the
employee has received a length-of-service award for less
than 5 years of service or within four years of a previous
length-of-service award. In addition, the exclusion does
not apply to a safety achievement award if the
employee is a manager, administrator, clerical
employee, or other professional employee, or if more
than 10 percent of eligible employees previously
received safety achievement awards during the year.

© 2006 Littler Mendelson. All Rights Reserved.
LITTLER MENDELSON® is a registered trademark
of Littler Mendelson, P.C.

Planning guidelines for employers giving
gifts to employees
Employers should keep the following guidelines in

Practice Group and can he reached at gjmacdonnell@littler.com.

mind when giving gifts to their employees this year:
• If an employer gives its employees a "gift" such as a
turkey, ham, gift basket or other item of nominal
value this holiday season, such gift will not be
treated as either wages or income to the employee,
and thus not subject to income or payroll taxes.
• While "nominal value" is not defined anywhere, we
recommend that to be safe employers should limit
gifts to $25.00 in value, which is the limit on busi
ness expense deductions for gifts businesses give to
their customers or clients. Higher amounts may be
allowable, but could be subject to challenge.

1 363 U.S. 278 (1960).
2 Id. at 285.
3 Id. at 286.
4 E.g., Foley v. Connissioner, 87 T.C. 605, 609
(1986)("There is no gift where a payment is made in
anticipation of future economic benefits.").

G.J. Stillson MacDonnell is chair of Littler's Employment Taxes

William Hays Weissman is an associate in Littler's Employment Taxes
Practice Group and can be reached at wweissman@littler.com.

FYI
PCPS, the AICPA alliance of the CPA firms, rep
resents more than 6,000 local and regional CPA
firms. The goal of PCPS is to provide member
firms with up-to-date information, advocacy,

and solutions to challenges facing their firms
and the profession. Please call 1-800-CPA-FIRM
for more information.
NOVEMBER
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Help In
Determining
Reasonable
Compensation
In various engagements, CPAs need to determine
what reasonable compensation would be for a particu
lar situation. In divorce cases, for example, the equi
table distribution concept of liquidating the marital
estate upon the termination of a marriage, helped to
make determining reasonable compensation in
divorce cases one of the “hotter topics” in the field.
The subject was covered in a session at the National
Conference on Divorce sponsored by the AICPA and
the American Academy of Matrimonial Lawyers May
11—12 in Las Vegas. Included in the presentation
materials was the following list of compensation data
bases:

Today's Best Compensation Databases

America's Career Infonet
www.acinet.org/acinet
Employment and Training Administration, U.S.
Department of Labor
Free online data, plus wages and trends information
by occupation on a national, state, and metropolitan
area basis.

Compdata Surveys
www.compdatasurveys. com
Dolan Technologies Corporation
Executive and senior management base pay, annual
incentives, and benefits information on a national and
regional basis, positions broken down by industry
group, company size and revenue profile.

CompQuest
www.wwds.com
Watson Wyatt Data Services
A database analysis and report-writing tool that
permits creation of reports by relevant positions,
geographic areas, industries, and company size.

Executive Compensation Assessor
www
.erieri.com
Economic Research Institute
Software and report packages available for more than
271 top management positions, with data adjusted
for demographics, industry, company size, and com

Q
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pensation valuation date.

Executive Compensation Database
www.ecomponline.com
Aon Consulting Inc.
Database covers publicly traded companies; company
data available online free.

Officer Compensation Database
www. integrainfo. com/officer_compensation_database.
Integra Information
Officer compensation expressed in dollar amounts and
as percentage of sales by industry and company size
for more than 900 industries.

Officer Compensation Report
www.aspenpublishers.com (Search for “officer compensation”)
Aspen Publishers Inc.
Data on salaries, bonuses, pay increases, ownership
levels, and incentives for small to midsize companies
in eight industry groups.

PayScale Salary Report
www.payscale.com
PayScale, Inc.
Customized compensation and benefits reports for
specific positions based on industry, location, com
pany size, experience, education, and certification
Free summary reports available online.

Quick-Call Compensation Reports
www.erieri.com
Economic Research Institute
Analysts provide “instant” compensation reports on
an as-needed basis, starting at $200.
Source: Robert F. Reilly, CPA/ABV, ASA, Managing Partner,
Willamette Management Associates, Chicago, from presentation mate

rials for “Valuing a Professional Practice,” presented at the

Foundation for Accounting Education Business Valuation Conference,
May 15, 2006.

Letters to the Editor
The Practicing CPA encourages readers to write let
ters on practice management and on published arti
cles. Please remember to include your name and
telephone and fax numbers. Send your letters by
e-mail to pcpa@aicpa.org.

PCPS members will receive emailed invitations to register
before each forum, so don’t
miss your chance to sign up.
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continued on next page
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TIC Update

changes in proposed standards
and reporting on existing or
CPS members may potential implementation prob
already be aware of lems faced by small practition
the work of the ers and their clients. These
PCPS Technical Issues annual liaisons with both
Committee (TIC), a group
boards offer TIC the chance
that monitors and comments to enlighten standard setters
on emerging standards from about practical and theoretical
the small firm and small problems with new and estab
company perspective. As an lished guidance.
update on its ongoing activi
TIC comments on proposals
ties, TIC recently conducted from a wide range of standard
liaison meetings with both the setters, including the AICPA
Financial Accounting Standards Professional Ethics Executive
Board and the Governmental Committee, Auditing Standards
Accounting Standards Board, Board, and Accounting and
offering recommendations for Review Services Committee. In

P

fact, during 2006, TIC expects
to issue roughly 15 comment
letters to these and other bodies.
Proposed standards often are
simplified or clarified as a result
of TIC’s efforts. In addition,
among their other activities, TIC
members regularly serve as pre
senters at the AICPA National
Advanced Accounting and
Auditing Technical Symposium,
as they did at July’s conference
in Chicago.
To learn more about TIC,
go to http://pcps.aicpa.org/
Resources/Technical+Issues+

Committee+and+Communi
cations/.

continuedfrom page 2 — Consolidation Caveats

After the papers are signed
A major cause of failed consolidations is the lack of
post-closing efforts. Many firms fail to undertake effec
tive marketing and public relations efforts
following rebranding. Others fail to assuage the con
cerns of clients by keeping them informed. Still oth
ers do a poor job of keeping their employees informed

about changes in structure and culture. After a merger
or sale, these mistakes can be catastrophic. Learn from
the past, and keep lines of communication open long
after the deal is completed.
Robert Fligel, president ofRF Resources, is a CPA with 30 years experi

ence in the accounting industry. RF Resources focuses exclusively on helping
CPA firms plan and implement successful growth and succession strategies..
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